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PART I. FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS
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MERCER INTERNATIONAL INC.
CONSOLIDATED CONDENSED FINANCIAL STATEMENTS
FOR THE SIX MONTHS ENDED JUNE 30, 2006
(Unaudited)




MERCER INTERNATIONAL INC.
CONSOLIDATED CONDENSED BALANCE SHEETS
As at June 30, 2006 and December 31, 2005

ASSETS
Current Asset
Cash and cash equivalel
Cash restricte
Receivable!
Inventories
Prepaid expenses and otl
Total current asse
Long-Term Asset:
Cash restricte:
Property, plant and equipme
Investments
Deferred note issuance and other ¢
Deferred income ta

Total asset

LIABILITIES
Current Liabilities
Accounts payable and accrued expel
Debt, current portiol
Total current liabilities
Long-Term Liabilities
Debt, less current portic
Unrealized foreign exchange rate derivative
Unrealized interest rate derivative los
Pension and other pr-retirement benefit obligatior
Capital leases and oth
Deferred income ta

Total liabilities

Minority Interest

SHAREHOLDERS' EQUITY

Common share

Additional paic-in capital, stock option

Deficit

Accumulated other comprehensive inca
Total shareholde’ equity

Total liabilities and sharehold¢ equity

The accompanying notes are an integral part ofeffesncial statements.
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(Unaudited)
(Euros in thousands)

June 30, December 31
2006 2005
€ 73,07¢ € 83,541
5,892 7,03¢
87,02( 74,31
69,54+ 81,147
6,24( 5,47¢
241,77" 251,52:
66,53 24,57:
1,008,31! 1,024,66.
7,69t 6,31¢
7,67¢ 8,36¢
38,79¢ 78,38!
1,129,02. 1,142,29.
€1,370,79! € 1,393,81!
€ 109,11: € 112,72¢
75,37¢ 27,60!
184,48¢ 140,32
898,37 922,61¢
11,73¢ 61,97¢
42,32( 78,64¢
16,54: 17,11
9,98( 9,94¢
17,42¢ 14,44
996,38 1,104,741
1,180,87. 1,245,07.
181,65! 181,58t
87 14
(12,962 (47,970
21,14¢ 15,11:
189,92 148,74
€1,370,79 € 1,393,81!




MERCER INTERNATIONAL INC.
CONSOLIDATED CONDENSED STATEMENTS OF OPERATIONS

For Six Months Ended June 30, 2006 and 2005
(Unaudited)
(Euros in thousands, except for per share data)

Revenue:

Costs and expense
Cost of sale:

General and administrative expen
Sale of emission allowanc

Income from operatior

Other income (expens
Interest expens
Investment incom
Unrealized foreign exchange gain (loss) on ¢
Realized loss on derivative instrume
Unrealized gain (loss) on derivative instrume
Impairment of investmen

Total other income (expens

Income (loss) before income taxes and minorityrast
Income tax (provision) benel

Income (loss) before minority intere

Minority interest

Net income (loss

(Deficit) retained earnings, beginning of per
Deficit, end of perioc

Income (loss) per sha

Basic
Diluted

The accompanying notes are an integral part ofalfesncial statements.
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2006 2005
€325,76 € 227,50.
298,04t 210,16
27,72 17,33t
(18,59:) (15,316
13,24¢ 6,28¢
22,37¢ 8,307
(46,03 (41,467
3,011 981
12,17: (7,509)
(5,219 (295)
90,72+ (73,01%)
— (1,645)
54,65: (122,941
77,03 (114,639
(42,920 21,41;
34,11 (93,227
89¢ 11,40¢
€ 35,00 € (81,819
(47,970) 69,17¢
€(12,967) € (12,649
€  1.0¢ € (2.80
€ 0.8€ € (2.80




MERCER INTERNATIONAL INC.
CONSOLIDATED CONDENSED STATEMENTS OF OPERATIONS

For Three Months Ended June 30, 2006 and 2005
(Unaudited)
(Euros in thousands, except for per share data)

Revenue:

Costs and expense
Cost of sale:

General and administrative expen
Sale of emission allowanc

Income from operatior

Other income (expens
Interest expens
Investment incom
Unrealized foreign exchange gain (loss) on ¢
Realized loss on derivative instrume
Unrealized gain (loss) on derivative instrume

Total other income (expens

Income (loss) before income taxes and minorityrast
Income tax (provision) benet

Income (loss) before minority intere
Minority interest

Net income (loss

(Deficit) retained earnings, beginning of per
Deficit, end of perioc

Income (loss) per sha

Basic
Diluted

The accompanying notes are an integral part ofeffesncial statements.
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2006 2005
€166, 70: € 129,60
153,70¢ 119,17
12,99¢ 10,43:
(9,739 (7,519)
7,60¢ 6,28¢
10,87+ 9,201
(23,11%) (22,200)
1,267 80¢€
6,06( (9,806)
(1,657 —
46,34’ (69,45?)
28,908 (100,65
39,77¢ (91,45()
(21,807 24,44’
17,97: (67,009)
44¢ 4,85:
€ 18,42 € (62,15)
(31,38Y) 49,50¢
€(12,967) € (12,647
€  0.5€ € (189
€ 0.4F € (189




MERCER INTERNATIONAL INC.

CONSOLIDATED CONDENSED STATEMENTS OF
COMPREHENSIVE INCOME (LOSS)

For Six Months Ended June 30, 2006 and 2005
(Unaudited)
(Euros in thousands)

2006 2005
Net income (loss €35,00¢ €(81,819
Other comprehensive gai
Foreign currency translation adjustm 5,36( 1,11¢
Pension plan additional minimum liabili 17 —
Unrealized gains on securiti
Unrealized holding gains arising during the pel 69C 30&
Other comprehensive ga 6,03: 1,42
Total comprehensive income (los €41,04: €(80,39Y)

The accompanying notes are an integral part ofaffesncial statements.
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MERCER INTERNATIONAL INC.

CONSOLIDATED CONDENSED STATEMENTS OF
COMPREHENSIVE INCOME (LOSS)

For Three Months Ended June 30, 2006 and 2005
(Unaudited)
(Euros in thousands)

2006 2005
Net income (loss €18,42: €(62,15)
Other comprehensive gai
Foreign currency translation adjustm 8,34t 1,75(C
Pension plan additional minimum liabili 2 —
Unrealized gains on securiti
Unrealized holding gains arising during the pel 56¢ —
Other comprehensive ga 8,91¢ 1,75(
Total comprehensive income (los €27,33% €(60,40))

The accompanying notes are an integral part ofaffesncial statements.
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MERCER INTERNATIONAL INC.
CONSOLIDATED CONDENSED STATEMENTS OF CASH FLOWS

For Six Months Ended June 30, 2006 and 2005
(Unaudited)
(Euros in thousands)

2006 2005
Cash Flows from (used in) Operating Activiti
Net income (loss € 35,00¢ € (81,819
Adjustments to reconcile net income (loss) to dashis from operating activitie
Unrealized (gains) losses on derivati (85,505 73,01t
Depreciation and amortizatic 29,08: 25,29¢
Unrealized foreign exchange (gain) loss on « (12,179 7,50¢
Impairment of investments and securit — 1,64t
Minority interest (89¢) (11,409
Deferred income taxe 42,56 (21,639
Stock compensation exper 207 72
Other (490 12¢
Changes in current assets and liabili
Receivable! (13,48¢) (20,742)
Inventories 10,67( (16,757
Accounts payable and accrued expel (3,34%) 41,31¢
Other (252) (1,853
Net cash from (used in) operating activit 1,38¢ (5,237)
Cash Flows used in Investing Activitie
Cash restricte (40,817 35,80¢
Purchase of property, plant and equipr (15,439 (8,499
Acquisition of Celgar pulp mil — (146,609
Net cash used in investing activiti (56,256 (119,29)
Cash Flows from Financing Activitie
Decrease in construction costs pay: (212) (31,34¢)
Proceeds from borrowings of notes payable and 48,63 325,19!
Repayment of notes payable and ¢ (375) (183,69)
Proceeds from investment gra — 342
Repayment of capital lease obligatic (2,43)) (1,907
Issuance of shares of common st 69 66,64¢
Net cash from financing activitie 45,68¢ 175,23t
Effect of exchange rate changes on cash and casvadnts (1,287) 5,59/
Net (decrease) increase in cash and cash equis (10,46%) 56,30¢
Cash and cash equivalents, beginning of pe 83,54 49,56¢
Cash and cash equivalents, end of pe € 73,07¢ € 105,87

The accompanying notes are an integral part ofalfesncial statements.

FORM 10-Q
QUARTERLY REPORT - PAGE 8




MERCER INTERNATIONAL INC.

NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENT S
FOR SIX MONTHS ENDED June 30, 2006

(Unaudited)
(Euros in thousands, except for shares and per shaidata)

Note 1. Basis of Presentation

Effective March 1, 2006, the Company was convefiteish a business trust organized under the lawkeBtate of Washington to a
corporation organized under the laws of the SthWashington. The conversion was effected throtnghmerger of Mercer Inc. with and into
an indirect wholly owned Delaware subsidiary comptollowed by a merger with a direct wholly ownedaghington subsidiary company.
The conversion effected a change in the Compaeggaliform, but did not result in any change imitsiness, management, fiscal year,
accounting practices, assets or liabilities (extepihe extent of legal and other costs of effectne conversion and maintaining ongoing
corporate status) or location of its principal exee offices and facilities. The Company continteesperate under the name “Mercer
International Inc.” following consummation of therwersion and continues to be engaged in the sasiadss that it was engaged in prior to
the conversion and its shares of common stock@wted and listed for trading on the NASDAQ Natioktgrket and the Toronto Stock
Exchange, respectively.

The interim period consolidated financial stateraamintained herein include the accounts of Memtgrhational Inc. (“Mercer Inc.”) and its
wholly-owned and majority-owned subsidiaries (cctileely, the “Company”).

The interim period consolidated financial stateradréve been prepared by the Company pursuant taldseand regulations of the U.S.
Securities and Exchange Commission (the “SEC")taeinformation and footnote disclosure normaftgluded in financial statements
prepared in accordance with accounting principkrsegally accepted in the United States have beedersed or omitted pursuant to such
SEC rules and regulations. The interim period cbaated financial statements should be read togetfitd the audited consolidated financial
statements and accompanying notes included in dimep@ny’s latest annual report on FormKL.@er the fiscal year ended December 31, 2

In the opinion of the Company, the unaudited cadatdd financial statements contained herein corghiadjustments necessary to present a
fair statement of the results of the interim pesipdesented. The results for the periods presdmaezin may not be indicative of the results
the entire year.
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MERCER INTERNATIONAL INC.

NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENT S
FOR SIX MONTHS ENDED JUNE 30, 2006

(Unaudited)
(Euros in thousands, except for shares and per shaidata)

Note 2. Stock-Based Compensation

The Company adopted Statement of Financial Accogritandards (SFAS) No. 123Bhare-Based Paymenbn January 1, 2006. This
statement requires the Company to recognize theof@snployee services received in exchange foQhpany’s equity instruments. Under
SFAS No. 123R, the Company is required to recordpEnsation expense over an award’s vesting peaseddon the award’s fair value at
the date of grant. The Company has elected to &6t No. 123R on a modified prospective basispatingly, the financial statements for
periods prior to January 1, 2006 will not includempensation cost calculated under the fair valuthatk

Prior to January 1, 2006, the Company applied Aoting Principles Board Opinion 2Bccounting for Stock Issued to Employeasd,
therefore, recorded the intrinsic value of stockdzhcompensation as expense and applied the diselpovisions of SFAS No. 123,
Accounting for Sto-Based CompensatiarThe following table illustrates the effect on metome and earnings per share if the Company hac
applied the fair value recognition provisions ofAS-No. 123 to stock-based employee compensatian fwiJanuary 1, 2006.

Six Months Ended

June 30, 200¢
Net Loss
As reportec € (81,819
Deduct: Total stock-based employee compensatioaresgodetermined under fair value based methodlfor a
awards, net of any related tax effe (21)
Pro forma € (81,839
Basic and Diluted Loss Per Shart
As reportec € 2.80)
Pro forma € 2.80)
Three Months Endec
June 30, 2005
Net Loss
As reportec € (62,157
Deduct: Total stock-based employee compensatioaresgpdetermined under fair value based method|fawards,
net of any related tax effec (172)
Pro forma € (62,167)
Basic and Diluted Loss Per Share
As reportec € (1.88)
Pro forma € (1.88)

The fair value of each option granted is estimatedhe grant date using the BlaSkholes model. During the six month period endeu: B0
2006 and 2005, no options were granted, exercisedreelled.
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MERCER INTERNATIONAL INC.

NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENT S
FOR SIX MONTHS ENDED JUNE 30, 2006

(Unaudited)
(Euros in thousands, except for shares and per shaidata)

Note 2. Stock-Based Compensation (cont’d)

Summarized information about stock options outstamend exercisable at June 30, 2006 is as follows:

Qutstanding Options Exercisable Options
Weighted

Average Weighted Weighted

Exercise Remaining Average Average
Price Range Number Contractual Life Exercise price Number Exercise Price
(In U.S. Dollars) (Years) (In U.S. Dollars) (In U.S. Dollars)
$5.65 - 6.37¢ 920,00( 4.0C $ 6.3C 886,66t $ 6.32
8.5C 135,00( 1.0C 8.5 135,00( 8.5(C
7.3C 30,00( 9.0C 7.3C 10,00( 7.3C
7.92 100,00( 9.2t 7.92 33,33¢ 7.92
1,185,00!I $ 6.71 1,064,990 $ 6.6¢€

As at June 30, 2006, the total remaining unrecaghcompensation cost related to non-vested staidngpamounted to € 218, which will be
amortized over their remaining vesting period.

During the six-month period ended June 30, 200&etkvas no change in the number of non-vestedroptio

Restricted Stoc

The fair value of restricted stock is determinedduzhupon the number of shares granted and thedjpote of the Company’s stock on the
date of grant. Restricted stock generally vests twe years. Expense is recognized on a straigktBiasis over the vesting period. Expense
recognized for the six months ended June 30, 2686&6805 was € 207 and € 72, respectively.

As at June 30, 2006, the total remaining unrecaghcompensation cost related to restricted stoakuated to €240, which will be amortize
over their remaining vesting period.

During the six month period ended June 30, 20G&etkvere restricted stock awards of an aggregat8,600 of our common shares to
independent directors.

FORM 10-Q
QUARTERLY REPORT - PAGE 11




MERCER INTERNATIONAL INC.

NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENT S
FOR SIX MONTHS ENDED JUNE 30, 2006

(Unaudited)
(Euros in thousands, except for shares and per shaidata)

Note 3. Income (Loss) Per Share

Basic income (loss) per share is computed by digidhcome (loss) available to common shareholdgthd®d weighted average number of
shares outstanding during a period. Diluted inc@ioss) per share takes into consideration sharesamding (computed under basic earnings
(loss) per share) and potentially dilutive shafd® following table sets out the computation ofib@scome (loss) per share for the six and
three months ended June 30, 2006 and 2005, resggcti

Six Months Ended June 30, Three Months Ended June 30,
2006 2005 2006 2005
Income (loss) from continuing operatic— basic €  35,00¢ € (81,81) € 18,42 € (62,15)
Interest on convertible notes, net of 2,761 — 1,441 —
Income (loss) from continuing operatic— diluted € 37,77t € (81,81) € 19,86: € (62,15)
Weighted average number of common shares outsigr
Basic 33,169,63 29,270,38 33,170,12 33,055,10
Effect of dilutive shares
Stock options and awari 274,68t — 292,00: —
Convertible note: 10,645,16 — 10,645,16 —
Diluted 44,089,48 29,270,38 44,107,29 33,055,10
Income (loss) from continuing operations per sh
Basic € 1.0€ € (2.80) € 0.5¢ € (1.8¢)
Diluted € 0.8¢ € (2.80) £ 0.4t € (1.8¢)

The calculation of diluted income (loss) per stfarghe comparative 2005 period does not assumexéecise of stock options and awards or
the conversion of convertible notes that would haweanti-dilutive effect on earnings per sharecltptions and awards excluded from the
calculation of diluted income (loss) per share bseahey are anti-dilutive represented 253,96%@1six months ended June 30, 2005.
Convertible notes excluded from the calculatioditfted income (loss) per share because they draldutive represented 10,645,161 for-
six months ended June 30, 2005.
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MERCER INTERNATIONAL INC.
NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENT S
FOR SIX MONTHS ENDED JUNE 30, 2006

(Unaudited)
(Euros in thousands, except for shares and per shadata)
Note 4. Acquisition of the Celgar Mill and Relatedrinancings
Acquisition

On February 14, 2005, the Company completed itsiaitipn of the Celgar NBSK pulp mill. The aggreg@bnsideration for the acquisition
was € 177,422, which included € 142,940 in castuiadion related expenditures of € 3,668 and 8B0was paid in common shares of the
Company. The results of the Celgar mill are inctudethe consolidated statement of operations dime@cquisition date.

The allocation of the purchase price is summarizddw.

Purchase price

Cash (including defined working capiti €142,94(
Equity — common share 30,81«
Acquisition costs 3,66¢

€177,42.

Net assets acquire

Receivable! € 32
Inventories 19,96¢
Prepaids and other ass 61€
Property, plant and equipme 175,09¢
Accrued expenses and other liabilit (4,109
Pension plan and pc«retirement benefits obligatior (14,189

€177,42.

In October 2005, our wholly owned subsidiary, ZeltsCelgar Limited, received a re-assessmentdal property transfer tax payable in
British Columbia, Canada, in the amount of appratity € 3.5 million in connection with the transédrthe land where the Celgar mill is
situated. The Company is contesting the assessandrthe amount, if any, that may be payable in eotion therewith is not yet
determinable. Any additional amount paid in coniwgctvith the re-assessment will increase the casistof the assets acquired.
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MERCER INTERNATIONAL INC.
NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENT S
FOR SIX MONTHS ENDED JUNE 30, 2006

(Unaudited)
(Euros in thousands, except for shares and per shaidata)
Note 5. Business Segment Information

The Company operates in two reportable businesaesty: pulp and paper. The segments are managadtap because each business
requires different production and marketing stregegThe results of the Celgar mill presented bedosvfrom the date of its acquisition on
February 14, 2005.

Summarized financial information concerning themsegts is shown in the following table:

Corporate,
Rosenthal Celgar Stendal Total Other and Consolidatec
Pulp Pulp Pulp Pulp Paper Eliminations Total
Six Months Ended June 30,
2006
Sales to external custome € 68,94 €100,81: €122,51( € 292,26 €33,507 € — € 325,76¢
Intersegment net sal: (152) 23 4,68¢ 4,55¢ 10¢€ (4,667%) —
68,78¢ 100,83« 127,19¢ 296,82: 33,61t (4,667) 325,76¢
Operating cost 49,45: 98,70: 95,57: 243,72¢ 29,971 (4,439 269,26:
Operating depreciation and
amortizatior 7,75C 6,291 14,12¢ 28,17( 45€ 15€ 28,78
General and administrati 3,592 4,93¢ 5,94( 14,47: 2,27¢ 1,844 18,59:
(Sale) purchase of emission
allowances (3,65)) — (9,595 (13,246 — (13,246
57,14« 109,93. 106,04! 273,12; 32,70: (2,439 303,39(
Income (loss) from operatiol 11,64¢ (9,099 21,15: 23,70( 912 (2,237%) 22,37¢
Interest expens (46,037
Investment incom 3,011
Derivative financial
instruments, ne 85,50¢
Unrealized foreign exchange
gain on deb 12,17:
Income before income taxes ¢
minority interes € 77,03
Segment asse €332,48! €237,17! €746,55 €1,316,21 €22,02( € 32,56 €1,370,79
Corporate,
Rosenthal Celgar @ Stendal Total Other and Consolidatec
Pulp Pulp Pulp Pulp Paper Eliminations Total
Six Months Ended June 30,
2005
Sales to external custome € 65,93¢ € 48,48( € 81,60¢ € 196,02: €31,48( € — € 227,50:
Intersegment net sal: — — 3,34( 3,34( — (3,340 —
65,93¢ 48,48( 84,94¢ 199,36. 31,48( (3,340 227,50:
Operating cost 47,40¢ 40,55¢ 71,54¢ 159,50! 29,60 (3,827 185,28«
Operating depreciation and
amortizatior 6,63( 4,097 13,45¢ 24,18: 37¢ 323 24,88:
General and administratiy 3,81( 2,831 1,671 8,32¢ 2,56: 4,43( 15,31¢
(Sale) purchase of emission
allowances (2,135 — (4,157 (6,28¢) — — (6,28¢)
55,71( 47,48¢ 82,524 185,72. 32,54 931 219,19!
Income (loss) from operatiol 10,22¢ 997 2,42: 13,64( (1,062 (4,277 8,301
Interest expens (41,467
Investment incom 981
Derivative financial
instruments, ne (73,310
Unrealized foreign exchange
loss on deb (7,509
Impairment of investmen (1,645

Loss before income taxes and
minority interes € (114,639



Segment asse €347,93! €244,36. €906,24 €1,498,54 €24,29¢ € 15,99¢ €1,538,82!

(1) The results of the Celgar pulp mill are from théedaf its acquisition on February 14, 20
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NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENT S
FOR SIX MONTHS ENDED JUNE 30, 2006

MERCER INTERNATIONAL INC.

(Unaudited)

(Euros in thousands, except for shares and per shaidata)

Note 5. Business Segment Information (cont’d)

Three Months Ended June 30
2006

Sales to external custome

Intersegment net sal

Operating cost

Operating depreciation and
amortizatior

General and administratiy

(Sale) purchase of emission
allowances

Income (loss) from operatiol

Interest expens

Investment incom

Derivative financial instrument
net

Unrealized foreign exchange
gain on deb

Income before income taxes &
minority interes

Three Months Ended June 30
2005

Sales to external custome

Intersegment net sal

Operating cost

Operating depreciation and
amortizatior

General and administratiy

(Sale) purchase of emission
allowances

Income (loss) from operatiol

Interest expens

Investment incom

Derivative financial instrument
net

Unrealized foreign exchange
loss on deb

Loss before income taxes anc
minority interes

FORM 10-Q

Rosentha Celgar
Pulp Pulp
€34,26¢ €54,51¢

(194) 23
34,07¢ 54,53
25,46¢ 53,13;

4,21% 3,271
2,26¢ 2,81¢
(1,889 —
30,06( 59,22¢
4,01¢ (4,697)
Rosentha Celgar
Pulp Pulp
€31,84( €40,86¢
31,84( 40,86¢
22,217 35,41¢
3,362 3,27¢
1,90¢ 1,162
(2,139 —
25,35 39,85¢
6,48 1,00¢

QUARTERLY REPORT - PAGE 15

Corporate,

Stendal Total Other and Consolidatec
Pulp Pulp Paper Eliminations Total
€61,81: €150,59:- €16,11: € — € 166,70!
2,37¢ 2,20z 10¢ (2,310) —
64,18/ 152,79¢ 16,21¢ (2,310 166,70!
47,44¢ 126,04¢ 14,45; (1,669 138,83t
7,07(¢ 14,56( 23C 78 14,86¢
3,18¢ 8,26: 1,13¢ 33t 9,73¢
(5,729 (7,606) — — (7,606)
51,97¢ 141,26 15,81¢ (1,25)) 155,83:
12,20¢ 11,53: 401 (1,059 10,87«

(23,117
1,267
44,69(
6,06(
€ 39,77¢
Corporate,

Stendal Total Other and Consolidatec
Pulp Pulp Paper Eliminations Total
€40,80¢ €113,51. €16,09° € — € 129,60¢
1,78¢ 1,78¢ - (1,786) -
42,59¢ 115,29¢ 16,09° (1,786 129,60¢
34,41 92,047 15,37( (2,135 105,28:
6,77% 13,40¢ 19¢ 28¢ 13,89¢
702 3,77: 1,32¢ 2,41¢ 7,51¢
(4,159 (6,28¢) — — (6,28¢)
37,73 102,94. 16,89 572 120,40¢
4,861 12,35’ (797) (2,359 9,201

(22,200
80¢
(69,457
(9,806)

€ (91,450




MERCER INTERNATIONAL INC.

NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENT S
FOR SIX MONTHS ENDED JUNE 30, 2006

(Unaudited)
(Euros in thousands, except for shares and per shaidata)

Note 6. Inventories

June 30, 200 December 31, 20C
Raw materials € 4427 € 42,64¢
Finished good 25,267 38,49¢
€ 6954 € 81,14’

Note 7. Pension and Other Post-Retirement Benefitlfligations

Included in pension and other post-retirement beobfigations are amounts related to our Celgar @erman pulp mills.

The Celgar mill maintains defined benefit pensiod post-retirement benefit plans for certain emeés; Pension benefits are based on
employees’ earnings and years of service. The pendans are funded by contributions from the Camydzased on management’s best
estimates. Pension contributions for the six mgettiod ended June 30, 2006 and the period fromisitign to June 30, 2005 totaled € 908

and € 369, respectively.

Six Months Ended June 30,

2006 2005
Pensior PostRetirement Pensior PostRetirement
Benefits Benefits Benefits Benefits
Service cos € 44¢ € 227 € 24t € 107
Interest cos 70€ 382 481 234
Expected return on plan ass (78€) — (477) —
Recognized net los — 50 — —
Net periodic benefit cos € 36¢ € 65¢ € 25t € 341
Three Months Ended June 30,
2006 2005
Pensior PostRetirement Pensior PostRetirement
Benefits Benefits Benefits Benefits
Service cos € 22z € 112 € 161 € 58
Interest cos 35C 19C 328 14¢€
Expected return on plan ass (389 — (321) —
Recognized net los — 25 — —
Net periodic benefit cos € 18:c € 327 € 163 € 204
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MERCER INTERNATIONAL INC.

NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENT S
FOR SIX MONTHS ENDED JUNE 30, 2006

(Unaudited)
(Euros in thousands, except for shares and per shaidata)

Note 8. Derivatives Transactions

Six Months Ended June 30,

2006 2005
Realized loss on derivative financial instrume € (5,219 € (299
Unrealized net gain (loss) on interest rate deiieal 36,32¢ (20,47
Unrealized net gain (loss) on foreign exchangevdéries 54,39¢ (52,540
Unrealized gain (loss) on derivative financial raghents €90,72¢ €(73,01Y)
Three Months Ended June 3C

2006 2005
Realized loss on derivative financial instrume € (1,657) € —
Unrealized net gain (loss) on interest rate dekieal 12,82( (20,819
Unrealized net gain (loss) on foreign exchangevdéries 33,52% (48,637)
Unrealized gain (loss) on derivative financial raghents €46,34" €(69,45)
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MERCER INTERNATIONAL INC.

NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENT S

(Unaudited)

FOR SIX MONTHS ENDED JUNE 30, 2006

(Euros in thousands, except for shares and per shaidata)

Note 9. Restricted Group Supplemental Disclosure

The terms of the indenture governing our 9.25%mamsecured notes requires that we provide thdtsesf operations and financial
condition of Mercer Inc. and our restricted sulesigis under the indenture, collectively referredddhe “Restricted Group”. From
February 14, 2005, the Restricted Group includeschtdnc., certain holding subsidiaries, Rosen#tmal the Celgar mill. The Restricted
Group excludes our paper operations and the Stemtal

Combined Condensed Balance Sheet

ASSETS
Current assel
Cash and cash equivalel
Cash restricte
Receivable!
Inventories
Prepaid expenses and otl
Total current asse
Cash restricte:
Property, plant and equipme
Other
Deferred income ta
Due from unrestricted grot
Total asset

LIABILITIES

Current liabilities
Accounts payable and accrued expel
Debt, current portiol

Total current liabilities

Debt, less current portic

Due to restricted grou

Unrealized derivative los

Other

Deferred income ta

Total liabilities

SHAREHOLDERS' EQUITY

Total shareholde’ equity (deficit)

Total liabilities and sharehold¢ equity

June 30, 2006

Restricted
Group

Unrestricted

Consolidatec

€ 37,01¢

47,46¢
36,65
3,62(

124,75¢

400,04t
10,04¢
18,14¢
49,30:

€602,30:

€ 43,85

43,85
322,73.

21,16(
2,37¢

390,12:

212,18:

€602,30:

Subsidiaries Eliminations Group
€ 36,06 € — € 73,07¢
5,892 — 5,892
39,55: — 87,02(
32,89: — 69,54«
2,62( — 6,24(
117,01¢ — 241,77!
66,531 — 66,531
608,27: — 1,008,31!
5,321 — 15,36¢
20,64¢ — 38,79¢
- (49,307 -
€ 817,79¢ € (49,30)  €1,370,79
€ 65,26: € — € 109,11:
75,37 — 75,37
140,63 — 184,48
575,64 — 898,37¢
49,30: (49,307 —
54,05¢ — 54,05¢
5,361 — 26,52
15,04¢ — 17,42¢
840,05: (49,307) 1,180,87.
(22,259 @ = 189,92
€ 817,79¢ € (49,309 €1,370,79

(1) Shareholders’ equity does not include govenningrants received or receivable related to tead& mill. Shareholders’ equity is
impacted by the unrealized r-cash marked to market valuation losses on derdinancial instrument:
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MERCER INTERNATIONAL INC.

NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENT S

(Unaudited)

FOR SIX MONTHS ENDED JUNE 30, 2006

(Euros in thousands, except for shares and per shaidata)

Note 9. Restricted Group Supplemental Disclosure ént'd)

Combined Condensed Balance Sheet

ASSETS
Current
Cash and cash equivalel
Cash restricte
Receivable!
Inventories
Prepaid expenses and otl
Total current asse
Cash restricte:
Property, plant and equipme
Other
Deferred income ta
Due from unrestricted grot
Total asset

LIABILITIES

Current
Accounts payable and accrued expet
Debt, current portiol

Total current liabilities

Debt, less current portic

Due to restricted grou

Unrealized derivative los

Other

Deferred income ta

Total liabilities

SHAREHOLDERS’ EQUITY

Total shareholde’ equity (deficit)

Total liabilities and sharehold¢ equity

December 31, 200!

Restricted
Group

Unrestricted

€ 48,79(
41,34¢
47,10(

2,94(

Consolidatec

140,17¢

404,15!
10,53:
24,30:
46,41:

€625,57¢

€ 46,86"

46,86"
342,02:

20,72:
1,851

411,46:

214,11t

€625,57¢

Subsidiaries Eliminations Group
€ 34,75 € — € 83,54,
7,03¢ — 7,03¢
32,96¢ — 74,31¢
34,047 — 81,147
2,53¢ — 5,474
111,34 — 251,52;
24,57: — 24,57:
620,51: — 1,024,66.
4,14¢ — 14,67¢
54,07¢ — 78,38:
— (46,41)) —
€ 814,65( € (46,417 €1,393,81
€ 65,85¢ € — € 112,72¢
27,60 — 27,60
93,46( — 140,32
580,59¢ — 922,61¢
46,41: (46,417 -
140,62! — 140,62!
6,33¢ — 27,05¢
12,59! — 14,44
880,02. (46,417) 1,245,07.
(65,377 @ — 148,74
€ 814,65 € (46,41)  €1,393,81

(1) Shareholders’ equity does not include governingrants received or receivable related to tead& mill. Shareholders’ equity is
impacted by the unrealized r-cash marked to market valuation losses on derdinancial instrument:
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MERCER INTERNATIONAL INC.

NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENT S
FOR SIX MONTHS ENDED JUNE 30, 2006

(Unaudited)
(Euros in thousands, except for shares and per shaidata)

Note 9. Restricted Group Supplemental Disclosure ént'd)
Combined Condensed Statement of Operations

Six Months Ended June 30, 200

Restricted Unrestricted Consolidatec
Group Subsidiaries Eliminations Group
Revenue: €169,62. € 160,81 € (4,669 € 325,76¢
Operating cost 148,38t 125,30¢ (4,439 269,26:
Operating depreciation and amortizat 14,197 14,58¢ — 28,78:
General and administrative expen 10,37¢ 8,21¢ — 18,59
(Sale) purchase of emission allowan (3,65)) (9,595) — (13,246
169,30! 138,51! (4,439 303,39(
Income from operatior 314 22,29¢ (233) 22,37¢
Other income (expens
Interest expens (16,447 (31,359 1,76(C (46,037
Investment incom 2,11¢ 2,652 (1,760 3,011
Derivative financial instruments, n — 85,50¢ — 85,50¢
Unrealized foreign exchange gain on d 12,17 — — 12,17:
Total other (expense) incor (2,150 56,80: — 54,65:
Income (loss) before income taxes and minorityrast (1,836 79,10( (239 77,03
Income tax provisiol (6,90%) (36,01%) — (42,920)
Income (loss) before minority intere (8,747 43,08t (2393 34,11
Minority interest — 89¢ — 89¢
Net income (loss € (8,74)) € 43,98 € (239 € 35,00¢
Six Months Ended June 30, 2005
Restricted Unrestricted Consolidatec
Group Subsidiaries Eliminations Group
Revenue! €114,411 € 113,08t € — € 227,50:
Operating cost 87,26( 98,02« — 185,28«
Operating depreciation and amortizat 10,82¢ 13,61¢ 43¢ 24,88:
General and administrati\ 11,077 4,23¢ — 15,31¢
(Sale) purchase of emission allowan (2,13%) (4,157) — (6,28¢)
107,03: 111,72¢ 43¢ 219,19!
Income from operatior 7,38¢ 1,36( (43¢) 8,301
Other income (expens
Interest expens (15,989 (26,577 1,09: (41,467
Investment incom 1,29 777 (1,099 981
Derivative financial instruments, n (463) (72,84 — (73,310
Unrealized foreign exchange loss on ¢ (7,509 — — (7,509
Impairment of investmen (1,64%) — — (1,645
Total other expens (24,309 (98,647) — (122,949)
Loss before income taxes and minority inte (16,92() (97,287 (43¢) (114,639
Income tax (provision) benet (4,776 26,18¢ — 21,41:
Loss before minority intere (21,69¢) (71,0979 (43¢) (93,227
Minority interest — 11,40¢ — 11,40¢
Net loss €(21,69¢) € (59,689 € (43€) € (81,819
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MERCER INTERNATIONAL INC.

NOTES TO CONSOLIDATED CONDENSED FINANCIAL STATEMENT S
FOR SIX MONTHS ENDED JUNE 30, 2006

(Unaudited)

(Euros in thousands, except for shares and per shaidata)

Note 9. Restricted Group Supplemental Disclosure ént'd)
Combined Condensed Statement of Operations

Revenue:!

Operating cost

Operating depreciation and amortizat
General and administrative expen
(Sale) purchase of emission allowan

Income (loss) from operatiol

Other income (expens
Interest expens
Investment incom
Derivative financial instruments, n
Unrealized foreign exchange gain on d
Total other (expense) incor
Income (loss) before income taxes and minorityrast
Income tax provisiol
Income (loss) before minority intere
Minority interest
Net income (loss

Revenue:

Operating cost

Operating depreciation and amortizat
General and administrati

(Sale) purchase of emission allowan

Income from operatior
Other income (expens
Interest expens
Investment incom
Derivative financial instruments, n
Unrealized foreign exchange loss on ¢
Impairment of investmen
Total other income (expens
Income (loss) before income taxes and minorityrast
Income tax (provision) bene!
Income (loss) before minority intere
Minority interest
Net loss
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Three Months Ended June 30, 200

Restricted Unrestricted Consolidatec
Group Subsidiaries Eliminations Group
€88,61: € 80,40: € (2,310 € 166,70!
79,24¢ 61,25 (1,669 138,83t
7,56¢ 7,30( — 14,86¢
5,41¢ 4,31¢ — 9,73¢
(1,882 (5,722) — (7,608
90,34¢ 67,14 (1,669 155,83:
(1,736) 13,25¢ (64€) 10,87+
(7,979 (16,019 88t (23,117
(142) 2,29¢ (88E) 1,267
79 44,61 — 44,69(
6,06( — — 6,06(
(1,987) 30,88 — 28,90
(3,71%) 44,14% (64€) 39,77¢
(3,877) (17,939 - (21,807
(7,590) 26,20¢ (64€) 17,97:
— 44¢ — 44¢
€ (7,590) € 26,65 € (646 € 18,42
Three Months Ended June 30, 2005
Restricted Unrestricted Consolidatec
Group Subsidiaries Eliminations Group
€ 72,70« € 56,90t € — € 129,60¢
57,28 47,99t — 105,28:
6,70 6,971 221 13,89¢
5,49( 2,02¢ — 7,51¢
(2,135 (4,157 - (6,28¢)
67,34¢ 52,84 221 120,40¢
5,35¢ 4,06¢ (221) 9,201
(8,319 (14,58Y) 69¢ (22,200
97¢ 467 (631) 80€
(35¢€) (69,099 - (69,457)
(9,80¢) — — (9,806)
(467) — 467 —
(17,979 (83,21) 53E (100,65))
(12,617 (79,14) 314 (91,45()
(1,667) 26,10¢ — 24,44,
(14,279 (53,039 314 (67,009
— 4,852 — 4,852
€(14,27%) € (48,18)) € 314 € (62,157




Note 10. Subsequent Event

In August 2006, we reorganized and divested ouitgiterests in certain paper production assetduding our Heidenau paper mill, for
aggregate consideration of approximately € 5.0ionilbf indebtedness and € 5.0 million in cash.
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ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

In this document: (i) unless the context otherwesguires, references to “we”, “our”, “us”, the “Cpany” or “Mercer” mean Mercer
International Inc. and its subsidiaries; (ii) refleces to “Mercer Inc.” mean the Company excludiagubsidiaries; (iii) information is
provided as of June 30, 2006, unless otherwisedstét/) all references to monetary amounts af€twos”, unless otherwise stated; (v) “€”
refers to Euros and C$ refers to Canadian dolard;(vi) “ADMTS” refers to air-dried metric tonnes.

The following discussion and analysis of our resoftoperations and financial condition for the signths ended June 30, 2006 should be
read in conjunction with our consolidated finana&tements and related notes included in thisteareport, as well as our most recent
annual report on Form 10-K for the fiscal year ehBecember 31, 2005 filed with the Securities ardhange Commission (the “SEC”).
Certain reclassifications have been made to thar pariod financial statements to conform with ¢herent period presentation.

Results of Operations
Six Months Ended June 30, 2006 Compared to Six MmEnded June 30, 200
Selected sales data for the six months ended Jurg086 and 2005 is as follows:

Six Months Ended June 30,

2006 2005
(ADMTs)
Sales Volume by Product Clas

Pulp sales volume by mil
Rosentha 149,23t 154,80(
Stendal 277,40¢ 204,98t
Celgar 229,72: 118,18¢
Total pulp sales volum@ 656,36t 477,97t
Paper sales volurr 32,08 34,47¢
Total sales volum() 688,45( 512,45:

(in thousands)

Revenues by Product Clas
Pulp revenues by mil

Rosentha € 67,54t € 64,50«
Stendal 120,52: 80,87
Celgar® 100,81: 48,48(
Total pulp revenue® 288,87t 193,85
Paper revenue 33,33¢ 31,46
Total pulp and paper sales reven() 322,21. 225,32
Third party transportation revenu 3,55¢ 2,182
Total sales revenut €325,76¢ €227,50:

(1) Excluding intercompany sales volumes of 9,86d@ 7,594 ADMTSs of pulp and intercompany net sed@enues of approximately €
4.7 million and€ 3.3 million in the six months ended June 30, 2006 2005, respectivel
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Selected production data for the six months endeéd 30, 2006 and 2005 is as follows:

Six Months Ended June 30

2006 2005
(ADMTS)
Production by Product Class
Pulp production by mill
Rosentha 143,53( 157,31!
Stendal 270,59. 231,71¢
Celgar@® 212,08t 171,83:
Total pulp productiot 626,21( 560,86°
Paper productio 33,60: 33,93%
Total productior 659,81 594,80:

(1) The results of the Celgar pulp mill are includeahirthe date of its acquisition on February 14, 2

Revenues for the six months ended June 30, 200éased to € 325.8 million from € 227.5 million iretcomparative period of 2005,
primarily due to higher sales from our Celgar ateh8al pulp mills. Pulp sales by volume increage@56,366 ADMTS in the first half of
2006 from 477,976 ADMTs in the comparative perié@@05.

Cost of sales and general, administrative and akjenses in the first half of 2006 increased 39&.4 million from € 219.2 million in the
comparative period of 2005, primarily as a restihigher sales from our Celgar and Stendal mills.

For the first half of 2006, revenues from our pojgerations increased to € 292.3 million from € 094illion in the same period a year ago.
List prices for NBSK pulp in Europe were approxigigt€ 522 ($642) per ADMT in the first half of 200pproximately € 488 ($628) per
ADMT in the first half of 2005 and approximatel\586 ($600) in the fourth quarter of 2005.

Mill net pulp sales realizations increased to € gé0ADMT on average in the first half of 2006 fré&d11 per ADMT in the first half of
2005, primarily as a result of higher pulp prices.

During the current period, we took an aggregat#2oflays scheduled maintenance and strategic cagjtahditure downtime at our pulp
mills, including 20 days at our Rosenthal mill ét8ldays at our Celgar mill. During the downtim®at Rosenthal mill, we completed the
installation of a new brownstock washer at a chsipproximately € 9.7 million, which is expectedftother improve pulp quality and lower
chemical costs and effluents. The total maintenaosés associated with such shutdowns were appedglyn€6.5 million and were expens
as incurred. This negatively impacted our produrctiolumes, costs and operating results. The Steniledlso underwent extensive testinc
various departments and converted some produdid®iCE pulp pursuant to the terms of its EPC contrdgch curtailed production during
such period. During the comparative period of 2@8,pulp mills took approximately 32 days mainteceand strategic capital expenditure
downtime.

Cost of sales and general, administrative and @kgeenses for the pulp operations increased t®B€12iillion in the first half of 2006 from €
185.7 million in the comparative period of 2005npatrily as a result of higher sales from our Celyaa Stendal mills.

Fiber costs at our German pulp mills increaseddpraximately 9% in the first half of 2006 versus game period of 2005. This resulted
from lower availability because of severe wintenditions in Germany and central Europe, which cdussevmillers and log harvesters to
curtail operations and increased competition foeifiprimarily from renewable energy operations. The
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increase in worldwide energy prices has made piopenerating energy from renewable sources sualvag residuals more viable in
Europe. As a result, there has been increaseddidmaand and competition in our fiber base. In st $ix months of 2006, average fiber ¢
at our Celgar mill decreased by approximately 1&sus the same period of 2005, primarily becausecoéased regional wood chip
availability.

In the first half of 2006, we recorded a contribatto income from operations of € 13.2 million riésg from the sale of emission allowances
compared to € 6.3 million in the comparative perad@005.

Depreciation for the pulp operations increased 282 million in the first half of 2006, from € Z4million in the first half of 2005, primarily
as a result of the inclusion of depreciation fa @elgar mill for the full period.

For the first six months of 2006, our pulp openasiggenerated operating income of € 23.7 milliomswg operating income of¥3.6 million in
the same period of 2005, primarily due to improvidp markets and the higher operating income atGarman pulp mills, including a
contribution of € 13.2 million from the sale of ession allowances, partially offset by maintenanue strategic capital expenditure downtime
at our pulp mills. The overall strength of the Cdiaa dollar versus the U.S. dollar negatively intpd@ur Celgar mill’s results.

Revenues from our paper operations in the firdtdfa2006 increased to € 33.5 million from € 31.Blion in the same period of last year as a
result of higher sales volumes and a change iprtbauct mix.

Cost of sales and general, administrative and @kgenses for the paper operations in the firgtdi&006 increased to € 32.7 million from €
32.5 million in the comparative quarter of 2005.

In the first half of 2006, our paper operationseyated operating income of € 0.9 million, comparedn operating loss of € 1.1 million in the
first half of 2005.

In the first half of 2006, income from operationsrieased to € 22.4 million from83 million in the same period last year, primagk/a resu
of higher pulp prices and improved results from Garman pulp mills.

Interest expense in the first half of 2006 incréase€ 46.0 million from € 41.5 million in the yeago period, primarily due to higher
borrowings relating to the Stendal mill.

Stendal entered into certain foreign currency dgives to swap all of its long-term bank indebtexinieom Euros to U.S. dollars in 2005 and
certain currency forwards. In addition, Stendaljmesly entered into interest rate swaps to fixititerest rate on its outstanding bank
indebtedness. Due to the weakening of the U.Sadeérsus the Euro and an increase in long-terendnt rates, we recorded a net unrealized
non-cash holding gain of € 90.7 million before nritywinterests upon the marked to market valuatibsuch derivatives that were
outstanding at the end of the current period, caggpto a net non-cash holding loss of € 73.0 mmlbk@fore minority interests upon the
marked to market valuation of our outstanding deies in the comparative period of 2005. In thstfsix months of 2006 we recorded a
realized loss in derivative instruments of € 5.8ioni compared to a realized loss of € 0.3 milliarthe comparative period of 2005.
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In the first half of 2006, minority interest, repemting the two minority shareholders’ proporti@naterest in the Stendal mill's losses for the
period, was € 0.9 million, compared to € 11.4 roillin the first half of 2005.

We reported net income for the first six month@d6 of € 35.0 million, or € 1.06 per basic and.&5 per diluted share, which reflected a
unrealized gain of € 85.5 million on our interesierand currency derivatives, an unrealized noh-fiagign exchange gain on our long-term
debt of € 12.2 million and improved results at @arman pulp mills. In the first half of 2005, weoeted a net loss of € 81.8 million, or €
2.80 per basic and diluted share, which reflectadtaunrealized non-cash holding losses on ouenay and interest rate derivatives of €
73.3 million and the unrealized non-cash foreigohexge loss on our long-term debt of € 7.5 milljpaxtially offset by the non-cash benefit
for income taxes of € 21.4 million, and interegpexse related to our Stendal mill of € 26.3 millaaxd a non-cash impairment charge of €
1.6 million relating to investments.

We generated “Operating EBITDA” of € 51.2 milliond€ 33.2 million in the six months ended JuneZB®6 and 2005, respectively.
Operating EBITDA is defined as income (loss) froperations plus depreciation and amortization andnesurring capital asset impairment
charges.

Management uses Operating EBITDA as a benchmarkunement of its own operating results, and as atbeark relative to its

competitors. Management considers it to be a mgéulisupplement to operating income as a performaneasure primarily because
depreciation expense and non-recurring capitak asgairment charges are not an actual cash codtdapreciation expense varies widely
from company to company in a manner that manageowersiders largely independent of the underlyingt edficiency of their operating
facilities. In addition, we believe Operating EBIAIs commonly used by securities analysts, inveséord other interested parties to evaluate
our financial performance.

Operating EBITDA does not reflect the impact ofutemioer of items that affect our net income (log®)luding financing costs and the effect
of derivative instruments. Operating EBITDA is roteasure of financial performance under GAAP,siimiild not be considered as an
alternative to net income (loss) or income (lossif operations as a measure of performance, ram atternative to net cash from operating
activities as a measure of liquidity.

Operating EBITDA has significant limitations asamalytical tool, and should not be considered dteition, or as a substitute for analysis of
our results as reported under GAAP. Some of thegttions are that Operating EBITDA does not reffl€i) our cash expenditures, or future
requirements, for capital expenditures or cont@atommitments; (ii) changes in, or cash requireéor, working capital needs; (iii) the
significant interest expense, or the cash requingsneecessary to service interest or principal gays) on our outstanding debt; (iv) minority
interests on our Stendal NBSK pulp mill operatigw$;the impact of realized or marked to marketrgies in our derivative positions, which
can be substantial; and (vi) the impact of impaimh@harges against our investments or assets. Beaduhese limitations, Operating
EBITDA should only be considered as a supplemegebrmance measure and should not be considerzanaasure of liquidity or cash
available to us to invest in the growth of our Inesis. See the Statement of Cash Flows set out itoosolidated financial statements
included herein. Because all companies do not Edk®perating EBITDA in the same manner, OperafBgT DA as calculated by us may
differ from Operating EBITDA or EBITDA as calculatdy other companies. We compensate for thesegliimits by using Operating
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EBITDA as a supplemental measure of our performamckrelying primarily on our GAAP financial statents.
The following table provides a reconciliation ot imlcome (loss) to income from operations and Opeg&EBITDA for the periods indicated:

Six Months Ended

June 30,
2006 2005()
(in thousands)
Net income (loss € 35,00¢ €(81,81%)
Minority interest (89¢) (11,409
Income taxes (benefi 42,92( (21,417
Interest expens 46,03’ 41,46
Investment incom (3,01)) (981)
Derivative financial instruments, net (gain) I (85,505 73,31(
Foreign exchange (gain) loss on d (12,179 7,50¢
Impairment of investmen 1,64¢
Income from operatior 22,37¢ 8,301
Add: Depreciation and amortizatit 28,78 24,88:
Operating EBITDA € 51,16. € 33,19(

(1) The results of the Celgar pulp mill are includeshfrthe date of its acquisition on February 14, 2

Three Months Ended June 30, 2006 Compared to Thkéenths Ended June 30, 2005
Selected sales data for the three months ended3u2©06 and 2005 is as follows:

Three Months Ended June 30,

2006 2005
(ADMTS)
Sales Volume by Product Class
Pulp sales volume by mil
Rosentha 73,01( 75,99¢
Stendal 136,89: 102,91!
Celgar 119,36 99,84
Total pulp sales volum®@) 329,26! 278,75
Paper sales volurr 15,48: 17,84(
Total sales volum®) 344,74 296,59.

(in thousands)
Revenues by Product Clas
Pulp revenues by mil

Rosentha € 33,77¢ € 31,11t
Stendal 60,74: 40,34¢
Celgar 54,51« 40,86¢
Total pulp revenue® 149,03: 112,32:
Paper revenue 16,09" 16,09"
Total pulp and paper sales reven®@) 165,12¢ 128,42:
Third party transportation revenu 1,57 1,18¢
Total sales revenut €166,70! €129,60¢

(1) Excluding intercompany sales volumes of 4,8d 4,105 ADMTSs of pulp and intercompany net sed@enues of approximately €
2.3 million and€ 1.7 million in the three months ended June 30, 20662005, respectivel
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Selected production data for the three months edded 30, 2006 and 2005 is as follows:

Three Months Ended June 30

2006 2005
(ADMTSs)
Production by Product Class
Pulp production by mill
Rosentha 67,37¢ 81,44:
Stendal 139,71! 123,73t
Celgar 100,65: 111,07:
Total pulp productiot 307,74. 316,25:
Paper productio 16,421 17,97¢
Total productior 324,16¢ 334,23

Revenues for the three months ended June 30, B8BEased to € 166.7 million from € 129.6 milliontle comparative period of 2005,
primarily due to higher sales from our Celgar ateh8al pulp mills. Pulp sales by volume increage829,265 ADMTSs in the second quarter
of 2006 from 278,752 ADMTs in the comparative pdrad 2005.

Cost of sales and general, administrative and @kgeenses in the second quarter of 2006 increaseéd55.8 million from € 120.4 million in
the comparative period of 2005, primarily as a Itegiuhigher sales from our Celgar and Stendalsnill

For the second quarter of 2006, revenues from oljr gperations increased to € 150.6 million froh18.5 million in the same period a year
ago. List prices for NBSK pulp in Europe were apgmmately € 529 ($665) per ADMT in the second quacte2006, approximately € 514
($618) per ADMT in the first quarter of 2006, comgéito approximately € 487 ($613) per ADMT in tleeend quarter of 2005.

Mill net pulp sales realizations increased to € g6BADMT on average in the second quarter of 208® € 403 per ADMT in the second
quarter of 2005, primarily as a result of highelpparices.

During the current quarter, we took an aggregaggppfoximately 30 days scheduled maintenance aatbgic capital expenditure downtime
at our pulp mills, including 16 days at our Rosanhthill and 8 days at our Celgar mill. During thenhtime at our Rosenthal mill, we
completed the installation of a new brownstock veastt a cost of approximately € 9.7 million, whistexpected to further improve pulp
quality and lower chemical costs and effluents. idtal maintenance costs associated with such sthuislwere approximately € 4.3 million
and were expensed in the current quarter. The 8temtl also underwent testing of various departteend converted some production to
TCF pulp pursuant to the terms of its EPC contwddth curtailed production during such period. Tgtaduction volume at our Rosenthal
and Celgar mills was down by approximately 24,af}thes or 13% in the current quarter of 2006 contprehe same period of 2005. This
negatively impacted our production volumes, costs @erating results. During the same period o620& had 12 days of down time at our
pulp mills.

Cost of sales and general, administrative and @kgeenses for the pulp operations increased td€Idillion in the second quarter of 2006
from € 102.9 million in the comparative period &0B, primarily as a result of higher sales from Getgar and Stendal mills.

Fiber costs at our German pulp mills increaseddgpraximately 8% in the second quarter of 2006 vethe same period of 2005. This
resulted from lower availability because of severe
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winter conditions in Germany and central Europeictvitaused sawmillers and log harvesters to cuwtmlations and increased competition
for fiber primarily from renewable energy operasoin the second quarter of 2006, average fibes@isour Celgar mill decreased by
approximately 23% versus the same quarter of 200®arily because of fluctuations in regional warkdp availability. Subsequent to

June 30, 2006, lower chip availability resultingrr softer lumber markets and an increase in chipeshel from coastal pulp and paper mill
expected to put upward pressure on Celgar’s fibstsdn the second half of 2006.

In the second quarter of 2006, we recorded a dmritan to income from operations of € 7.6 milliesulting from the sale of emission
allowances compared to € 6.3 million in the compagaquarter of 2005.

Depreciation for the pulp operations increased 14 £ million in the second quarter of 2006, frorh34 million in the comparative quartel
2005.

For the second quarter of 2006, our pulp operatigmerated operating income of € 11.5 million, wergperating income of € 12.4 million in
the comparative quarter of 2005 as scheduled doventesulted in weaker performance by our pulp milich offset improvements in
markets and the improvements in Stendal’s restifts.overall strength of the Canadian dollar vethedJ.S. dollar negatively impacted our
Celgar mill's continued results.

Revenues from our paper operations were stable @tl€million in the current quarter as well as shene quarter of last year.

Cost of sales and general, administrative and @kgeenses for the paper operations in the secoadeswf 2006 decreased to € 15.8 million
from € 16.9 million in the comparative quarter 603.

For the second quarter of 2006, our paper opejenerated operating income of € 0.4 million, carad to an operating loss of €
0.8 million in the second quarter of 2005.

In the second quarter of 2006, we had income frperations of € 10.9 million, compared to € 9.2 imillin the same quarter last year.
Interest expense in the second quarter of 200@a&sed marginally to € 23.1 million from € 22.2 ioifl in the year ago period, primarily due
to higher borrowings relating to the Stendal mill.

Stendal entered into certain foreign currency dgives to swap all of its long-term bank indebtexinieom Euros to U.S. dollars in 2005 and
certain currency forwards. In addition, Stendaljmresly entered into interest rate swaps to fixititerest rate on its outstanding bank
indebtedness. Due to the weakening of the U.Sadeérsus the Euro and an increase in long-terendnt rates, we recorded a net unrealized
non-cash holding gain of € 44.7 million before nritywinterests upon the marked to market valuatibsuch derivatives that were
outstanding at the end of the current quarter, @atto a net non-cash holding loss of € 69.5 anilbefore minority interests upon the
marked to market valuation of our outstanding denies in the comparative quarter of 2005.

In the second quarter of 2006, minority interespresenting the two minority shareholders’ projpoidie interest in the Stendal mill, was €
0.4 million, compared to € 4.9 million in the sedaquarter of 2005.
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We reported net income for the three months ended 30, 2006 of € 18.4 million, or € 0.56 per basid € 0.45 per diluted share, which
included an aggregate of € 50.8 million unrealigaths on our outstanding derivatives and a forexghange gain on our long-term debt. In
the second quarter of 2005, we reported a newio€62.2 million, or € 1.88 per basic and dilusttare, which reflected the net unrealized
non-cash holding losses on our currency and irnteags derivatives of € 69.5 million and the unizad non-cash foreign exchange loss on
our long-term debt of € 9.8 million, partially offisby the non-cash benefit for income taxes of @ 2illion, and interest expense related to
our Stendal mill of € 14.5 million.

We generated “Operating EBITDA” of € 25.7 millionc€ 23.1 million in the three months ended June2806 and 2005, respectively.
Operating EBITDA has significant limitations asamalytical tool, and should not be considered dteition, or as a substitute for analysis of
our results as reported under GAAP. See the digmuss$ our results for the first half of 2006 fadditional information relating to Operating
EBITDA.

The following table provides a reconciliation ot icome (loss) to income from operations and Ojreg&EBITDA for the periods indicated:

Three Months Ended

June 30,
2006 2005
(in thousands)
Net income (loss € 18,42 €(62,15))
Minority interest (449 (4,852
Income taxes (benefi 21,80 (24,44°)
Interest expens 23,11: 22,20(
Investment incom (1,267 (80¢€)
Derivative financial instruments, net (gain) I« (44,690 69,45!
Foreign exchange (gain ) loss on d (6,060 9,80¢
Income from operatior 10,87¢ 9,201
Add: Depreciation and amortizatis 14,86¢ 13,89¢
Operating EBITDA € 25,74 € 23,097
Liquidity and Capital Resources
The following table is a summary of selected firiahinformation for the periods indicated:
As at As at
June 30, December 31
2006 2005

(in thousands)
Financial Position

Cash and cash equivalel € 73,07¢ € 83,547
Working capital® 57,28’ 111,19!
Property, plant and equipme 1,008,31 1,024,66;
Total asset 1,370,79: 1,393,811
Long-term liabilities 996,382 1,104,74
Shareholder equity 189,92 148,74:

(1) Does not include approximately € 7.0 mill@ingovernment grants in 2006, which we expect teiree in 2006, and approximately €
65.9 million of government grants in 2005, all dfieh has been received, related to the Stendafmitt German federal and state
governments

(2) Includes€ 15.6 million outstanding under the revolving crdditilities for the Celgar mill

At June 30, 2006, our cash and cash equivalents &&B8.1 million, compared to € 83.5 million at Bether 31, 2005. We also had €
5.9 million of cash restricted to pay current Sermbnstruction costs payable of € 1.0 million &mddebt service.
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During the second quarter of 2006, Stendal builthgorestricted cash in its debt service accounthf® Stendal project financing to €

66.5 million by drawing down € 42.0 million undetranche of the Stendal project financing facilig/planned, or the “Stendal Loan
Facility”. Approximately € 57.0 million of this ré&s$cted cash is a debt service security or resequel to approximately one year’s worth of
Stendal’s scheduled principal and interest paymeamder the Stendal Loan facility. As this debt g@naccount secures Stendal’s obligations
under the Stendal Loan Facility, it is recordec ésng-term asset.

Our reduction in working capital at June 30, 2006fpared to December 31, 2005 of approximately 8 B8llion resulted principally from
the build-up of the restricted cash in the Stewdlt service account, which is classified as a-keng asset, and the reclassification as cu
liabilities of certain principal payments on the&dal Loan Facility that mature within one year.

At June 30, 2006, we qualified for investment gsanefated to the Stendal mill totaling approximatl7.0 million from the federal and state
governments of Germany, which we expect to recei\2906. These grants, when received, will be &gjpio repay the amounts drawn under
the current portion of a dedicated tranche of ttem&al Loan Facility. Under our accounting policiee do not record these grants until they
are received. The grants are not reported in aaanire and reduce the cost basis of the assets gedthden they are received.

As at June 30, 2006, we had not drawn any amoudgnihe € 40.0 million Rosenthal revolving termditéacility and had drawn down
approximately € 15.6 million of the C$40 million Igar revolving credit facility. At June 30, 2006ewad utilized the entire € 4.7 million
available under the credit facilities for our papperations.

We expect to meet our interest and debt serviceresgs and the working and maintenance capitalnaqents for our operations (other than
at Stendal) from cash flow from operations, casthamd and the two revolving working capital fa@i for the Rosenthal and Celgar mills.

We expect to meet the capital requirements foSteadal mill, including working capital and potettiosses during ramp up, interest and
principal service expenses through cash on hasth, ft@w from operations, shareholder advances @yrezade to Stendal, the Stendal Loan
Facility (which includes a revolving working capiteanche and a debt service reserve account)renckteipt of government grants.

Operating Activities

Operating activities in the first half of 2006 prded cash of € 1.4 million, compared to using cafsé 5.2 million in the comparative period
of 2005. An increase in receivables due primadhigher sales used cash of € 13.5 million in tist half of 2006, compared to an increase
in receivables using cash of € 20.7 million in doenparative period of 2005. A decrease in inveadue primarily to a reduction in raw
materials and finished goods at the Stendal mil/joled cash of € 10.7 million in the first half 2006, compared to using cash of € 16.8
million in the comparative period of 2005. A de@edn accounts payable and accrued expenses ugtedfc@ 3.3 million in the first half of
2006, compared to an increase that provided caghtaf3 million in the comparative period of 2005.
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Working capital is subject to cyclical operatingeds, the timing of collections, receivables andegpmnent grants and the payment of
payables and expenses.

Investing Activities

Investing activities in the six months ended Jude2®06 used cash of € 56.3 million, compared ¢osik months ended June 30, 2005 when
investing activities used cash of € 119.3 milliohwhich the acquisition of the Celgar pulp millneprised € 146.6 million. In the six months
ended June 30, 2006, a drawdown under a trandire &tendal project financing facility to increaae restricted cash in the Stendal debt
service reserve account used cash of € 40.8 mililosus a decrease in restricted cash providing &€ 35.8 million in the comparative
period of 2005.

Financing Activities

Financing activities provided cash of € 45.7 miilio the six months ended June 30, 2006, compar#ttfirst six months of 2005 when, in
connection with the acquisition of the Celgar puiii, financing activities, including the issuaneecommon stock and senior notes, provi
cash of € 175.2. In the first half of 2005, we yukepaid the project loan facility relating to tResenthal mill of approximately £43.1 million
(net of restricted cash) and indebtedness relatinige landfill at the Rosenthal mill of approxiralgt€ 7.6 million from the proceeds of such
share and senior note offerings.

We have no material commitments to acquire assaiperating businesses. We anticipate that thdidwacquisitions of businesses or
commitments to projects in the future. To achiewelong-term goals of expanding our asset and Bgsitbase through the acquisition of
interests in companies and assets in the pulp aper@nd related businesses, and organically thrbigdy return capital expenditures at our
operating facilities, we will require substantialpital resources. The required necessary resofaoceach long-term goals will be generated
from cash flow from operations, cash on hand, #ie sf securities and/or assets, and borrowingnagaur assets.

Contractual Obligations and Commitments
There were no material changes outside the ordicauyse to any of our contractual obligations dytime first half of 2006.

Capital Resources

In addition to our revolving credit facilities fthe Rosenthal and Celgar mills and the revolvingkimg capital tranche of the Stendal Loan
Facility, respectively, we may seek to raise futiureding in the debt markets if our indenture rielgto our 9.25% senior notes permits,
subject to compliance with the indenture. The indengoverning the senior notes provides thatydteofor Mercer Inc. and its restricted
subsidiaries (as defined in the indenture and whiatiudes the Stendal mill and our paper operatitmsnter into certain types of
transactions, including the incurrence of additiondebtedness, the making of restricted paymemdstiae completion of mergers and
consolidations (other than, in each case, thossfgly permitted by our senior note indentung must meet a minimum ratio of Indenture
EBITDA to Fixed Charges as defined in the senidenndenture of 2.0 to 1.0 on a pro forma basigHiermost recently ended four full fiscal
quarters. This ratio is referred to and definethas-ixed Charge Coverage Ratio in the senior imoiienture. As at June 30, 2006, Mercer

and our restricted subsidiaries under the indergawerning the senior notes did not meet the F&bkdrge Coverage Ratio of 2.0 to 1.0 as set
out in the senior note indenture.
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Stendal Pulp Mill EPC Contract

The Stendal mill was constructed under a € 716lBomifixed price turnkey EPC contract between Stendal and RWE, as hmadactor. Th
contractor’s obligations under the contract arerguieed by its parent company.

Pursuant to the EPC contract, each departmentahthis to be tested on a stand-alone basisdorgtiance with its design specifications.
Under the EPC contract, RWE warrants conformitggecifications, compliance with permits and lawstability for intended use,
compliance with performance requirements and agdgefects in construction for a stipulated pergubject to extension in certain
circumstances. The testing and warranty are higgdlgnical and include very detailed design andguarance specifications. Much of the
prescribed testing, other than testing waived lgr@greement, had been concluded by the quarterdedune 30, 2006 and was unsatisfa
to Stendal. Unless extended, the period under whiehdal can make claims under the warrantiesaifef1C contract currently expires in
September 2006. As is common in large greenfiedjepts like the Stendal mill, Stendal currentlyigipates that it will make a number of
claims and seek penalties against the contractbenthe EPC contract. Such claims are often hitgdinical and relate to, among other
things, design and performance specifications ehdhility, as well as penalties in regards to gelaCurrently, we cannot predict with any
certainty which or the amount of claims and pesalthat Stendal may make against the contracegrniount, if any, of any recoveries
associated therewith or the final determinatioswth claims whether through further work and retgsty the contractor, legal proceedings,
negotiation or other settlement.

Paper Mill Assets

We view our paper mill assets as non-core opersigmu have been reviewing strategic alternativeretbr. In August 2006, we reorganized
and divested our equity interests in certain papeduction assets, including our Heidenau papdr fail aggregate consideration of
approximately € 5.0 million of indebtedness andrapimately € 5.0 million in cash. We currently cionie to operate and review strategic
alternatives for our Fahrbruicke paper mill.

Foreign Currency

Effective January 1, 2002, we changed our repoxtirgency from the U.S. dollar to the Euro as aificant majority of our business
transactions are originally denominated in EurgsaBopting the Euro, most cumulative foreign cucketranslation losses were eliminated.
However, we hold certain assets and liabilitiedi8. dollars, Swiss francs and in Canadian dollacsordingly, our consolidated financial
results are subject to foreign currency exchantgefhactuations.

We translate foreign denominated assets and liaiilinto Euros at the rate of exchange on thenbelaheet date. Unrealized gains or losses
from these translations are recorded in our codat#d statement of comprehensive income and ingrashareholders’ equity on the balance
sheet but do not affect our net earnings.

In the six months ended June 30, 2006, we reparteat €5.4 million foreign exchange translation gain amsla result, the cumulative fore
exchange translation gain increased to € 21.1onibit June 30, 2006 from € 15.6 million at Decen#dgr2005.
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Based upon the exchange rate at June 30, 2006, $healollar decreased by approximately 6% in valgainst the Euro since June 30, 2005.
See “Quantitative and Qualitative Disclosures aldatket Risk”.

Results of Operations of the Restricted Group Unde®©ur Senior Note Indenture

The indenture governing our 9.25% senior notesireguhat we also provide a discussion in annudlcararterly reports we file with the SE
under Management'’s Discussion and Analysis of KiruCondition and Results of Operations of thalltssof operations and financial
condition of Mercer Inc. and our restricted sulesiis under the indenture, referred to as the ‘tiRésti Group”. As at and during the six
months ended June 30, 2006, the Restricted Grosgamprised of Mercer Inc., certain holding sulasidis, Rosenthal and Celgar. During
the six months ended June 30, 2005 and as at Dece&hh2005, the Restricted Group was comprisédaster Inc., certain holding
subsidiaries, Rosenthal and the Celgar mill frofor&ary 14, 2005, the date of the acquisition ofrthié. The Restricted Group excludes our
paper operations and our Stendal mill.

The following is a discussion of the results of igens and financial condition of the Restricte@. For further information regarding the
operating results of the Rosenthal and Celgar nsi#e Note 5 of our quarterly financial statemémtkided herein. For further information
regarding the Restricted Group including, withamritation, a reconciliation to our consolidateduks of operations, see Note 9 of our
quarterly financial statements included herein.

Restricted Group Resuli— Six Months Ended June 30, 2006 Compared to Six¥tes Ended June 30, 2005

Total revenues for the Restricted Group for thensdnths ended June 30, 2006 increased to € 168i6mirom € 114.4 million in the
comparative period of 2005, primarily because gher pulp sales from the Celgar mill and highepmrices. Pulp sales realizations for the
Restricted Group were € 444 per ADMT on averaghénsix months ended June 30, 2006 and € 427 p8TAID the comparative period of
2005. The increase in NBSK pulp prices was paytiafifset by the strength of the Canadian dollasusrthe U.S. dollar during the current
period.

Costs of sales and general, administrative and etkgeenses for the Restricted Group in the six mehded June 30, 2006 increased to €
169.3 million from €107.0 million in the comparative period of 2005npairily as a result of the inclusion of higher sdfesn our Celgar mill
partially offset by lower production costs at thesenthal mill.

During the current period, we took an aggregatg3oflays scheduled maintenance and strategic cagjehditure downtime comprising
20 days at our Rosenthal mill and 13 days at olgaCenill. During the downtime at our Rosenthallmite completed the installation of a
new brownstock washer at a cost of approximatéyzémillion, which is expected to further improvelp quality and lower chemical costs
and effluents. The total maintenance costs assotigith such shutdowns were approximately € 6.5ianiland were expensed as incurred.
This negatively impacted our production volumests@nd operating results. During the comparatéreod of 2005, the Rosenthal and
Celgar mills took approximately 9 days of mainteseand strategic capital expenditure downtime.

In the first half of 2006, we recorded a contribuatio income from operations of € 3.7 million thghuthe sale of emission allowances by our
Rosenthal pulp mill, compared to € 2.1 million lretsame period of 2005.

On average, fiber costs at our Rosenthal pulpindheased by approximately 14% in the first hal2606 versus the same period of 2005.
This resulted from lower availability because ofexe winter conditions in Germany and central Earaphich caused sawmillers and log
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harvesters to curtail operations and increased etitigm for fiber primarily from renewable energgarations. In the first half of 2006,
average fiber costs at our Celgar mill decreaseappyoximately 18% versus the same period of 2pf0Barily because of increased regio
wood chip availability.

Depreciation and amortization for the Restricteduprincreased to € 14.2 million in the current périrom € 10.8 million in the comparative
period of 2005, primarily as a result of the in@tusof depreciation of the Celgar mill for the fpkriod, partially offset by lower depreciation
at our Rosenthal mill.

In the first half of 2006, the Restricted Groupaspd income from operations of € 0.3 million, cargd to € 7.4 million in the first half of
2005, primarily as a result of a higher operatimgslat our Celgar mill which more than offset highgerating income from our Rosenthal
mill. Interest expense for the Restricted Groughimsix months ended June 30, 2006 increased nadlygia € 16.4 million from €

16.0 million in the first half of 2005.

In the first half of 2006, the Restricted Groupaeted a foreign exchange gain on debt of € 12.Ramjlcompared to a loss of &5 million in
the comparative period of 2005. In the first hd&l2005, the Restricted Group reported a non-caglaimrment charge of £.6 million related t
an investment in a venture company.

For the six months ended June 30, 2006, the netrémorted by the Restricted Group narrowed ta7é8llion from € 21.7 million in the first
half of 2005 as a result of improved operating meoof our Rosenthal mill, partially offset by theaker results of our Celgar mill and
scheduled downtime. The overall strength of thead&mn dollar versus the U.S. dollar and 13 daysch&duled maintenance downtime
negatively impacted the results of our Celgar mill.

The Restricted Group generated “Operating EBITDAEd4.5 million and € 18.2 million in the six méwstended June 30, 2006 and 2005,
respectively. Operating EBITDA is defined as incofioss) from operations plus depreciation and aizetibn and nomrecurring capital ass
impairment charges. Operating EBITDA for the Restidl Group is calculated by adding depreciationandrtization and non-recurring
capital asset impairment charges of € nil and €ilBon to the income from operations of € 0.3 lioih and € 7.4 million for the six months
ended June 30, 2006 and 2005, respectively.

Operating EBITDA has significant limitations asamalytical tool, and should not be considered dteition, or as a substitute for analysis of
our results as reported under GAAP. See the digsus$ Mercer's results for the six months endede]B80, 2006 for additional information
relating to such limitations and Operating EBITDA.
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The following table provides a reconciliation oft hess to income from operations and Operating EBYTor the Restricted Group for the
periods indicated:

Six Months Ended
June 30,
2006 2005
(in thousands)

Restricted Group (@

Net loss € (8,74)) €(21,69¢)
Income taxe: 6,90¢ 4,77¢
Interest expens 16,44: 15,98¢
Investment and other incon (2,119 (1,297%)
Derivative financial instruments, n — 463
Unrealized foreign exchange (gain) loss on « (12,179 7,50¢
Impairment of investmen 1,64¢
(Loss) income from operatiol 314 7,38t
Add: Depreciation and amortizatit 14,19 10,82¢
Operating EBITDA € 14,51; € 18,21«

(1) The results of the Celgar pulp mill are from théedaf its acquisition on February 14, 20
(2) See Note 9 of the financial statements includeehdigre herein for a reconciliation to our consdédaesults

Restricted Group Resul—Three Months Ended June 30, 2006 Compared to Thikéenths Ended June 30, 2005

Total revenues for the Restricted Group for the¢hmonths ended June 30, 2006 increased to € 88dhrfrom € 72.7 million in the
comparative period of 2005, primarily due to highales from our Celgar pulp mill and higher pulig@s. Pulp sales realizations for the
Restricted Group were € 459 per ADMT on averaghénthree months ended June 30, 2006 and € 43800di in the comparative period
of 2005. The increase in NBSK pulp prices was plytoffset by the strength of the Canadian dolarsus the U.S. dollar during the current
period. In the second quarter of 2006, Mercer el responsibility for all pulp sales of the Stdrddl and received fees from Stendal
ranging from 0.5% to 1.4% of sales.

Costs of sales and general, administrative and etkgeenses for the Restricted Group in the thresthsoended June 30, 2006 increased to €
90.3 million from € 67.3 million in the comparatiperiod of 2005, primarily as a result of highelpsales from the Celgar mill, partially
offset by lower production costs of the Rosenthiil m

During the current quarter we took an aggregat®iadays scheduled maintenance and strategic cagjehditure downtime comprising

16 days at our Rosenthal mill and 8 days at oug&@ehill. During the downtime at our Rosenthal mite completed the installation of a new
brownstock washer at a cost of approximately €nillion, which is expected to further improve pwpality and lower chemical costs and
effluents. The total maintenance costs associaitdswch shutdowns were approximately € 4.3 milbmo were expensed in the current
quarter. Total volume production at our Rosenthal @elgar mills was down by approximately 24,00tn&s or 13% in the current quarter of
2006 compared to the same period of 2005. Thistivedyaimpacted our production volumes, costs apdrating results. During the same
period of 2005, we had approximately 4 days of temiance and strategic capital expenditure downdéiteir Rosenthal and Celgar mills.

In the second quarter of 2006, we recorded a dmritan to income from operations of € 1.9 millidmdugh the sale of emission allowances
by our Rosenthal pulp mill, compared to € 2.1 miilin the same period of 2005.

On average, fiber costs at our Rosenthal pulpimiieased by approximately 8% in the second quaft2f06 versus the same period of
2005. This resulted from lower availability becao$severe winter conditions in Germany and certabpe, which caused sawmillers and
log harvesters to curtail operations and increaseapetition for fiber primarily from renewable eggroperations. In the second quarter of
2006, average fiber costs at our Celgar mill dessrddy approximately 23% versus the same peri@d@% because of increased regional
wood chip availability. Subsequent to June 30, 20®8er chip availability resulting from softer lurar markets and an increase in chip
demand from coastal pulp and paper mills is expeictgout upward pressure on Celgar’s fiber costaénsecond half of 2006.
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Depreciation and amortization for the Restricteduprincreased to € 7.6 million in the current geiaftom € 6.7 million in the comparative
period of 2005.

In the second quarter of 2006, the Restricted Grepprted a loss from operations of € 1.7 millioompared to reported income from
operations of € 5.4 million in the second quarfe2@05, primarily as a result of a higher operatiogs at our Celgar mill which more than
offset higher operating income from our Rosenthidll m

Interest expense for the Restricted Group in theetimonths ended June 30, 2006 decreased to €IBod inom € 8.3 million in the second
quarter of 2005.

In the second quarter of 2006, the Restricted Greaprded a foreign exchange gain on debt of €llion, compared to a loss of €
9.8 million in the comparative period of 2005. hetsecond quarter of 2005, the Restricted Grougrteg a non-cash impairment charge of €
0.5 million related to an investment in a ventuoenpany.

For the three months ended June 30, 2006, thesetéported by the Restricted Group narrowedz®€nillion from € 14.3 million in the
second quarter of 2005 as a result of improvedatjpgy income of our Rosenthal mill, partially offss the weaker results of our Celgar rr
The overall strength of the Canadian dollar vethedJ.S. dollar and 24 days of scheduled maintemand strategic capital expenditure
downtime at our Rosenthal and Celgar pulp millthimsecond quarter of 2006 negatively impactedesults.

The Restricted Group generated “Operating EBITDAE &.8 million and € 12.1 million in the three niba ended June 30, 2006 and 2005,
respectively. Operating EBITDA for the Restrictetb@ is calculated by adding depreciation and amaiibn and nomecurring capital ass
impairment charges of € nil million and € 0.5 nafiito the (loss) income from operations of € (nf)ion and € 5.4 million for the three
months ended June 30, 2006 and 2005, respectively.

Operating EBITDA has significant limitations asamalytical tool, and should not be considered dteition, or as a substitute for analysis of
our results as reported under GAAP. See the diggus$ Mercer’s results for the six months endede]80, 2006 for additional information
relating to such limitations and Operating EBITDA.
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The following table provides a reconciliation oft hess to income from operations and Operating EBYTor the Restricted Group for the
periods indicated:

Three Months Ended
June 30,
2006 2005
(in thousands)

Restricted Group (1)

Net loss € (7,590 €(14,27%)
Income taxe: 3,872 1,661
Interest expens 7,97¢ 8,31¢
Investment and other expense (incol 142 (970
Derivative financial instruments, n (79 35¢
Unrealized foreign exchange (gain) loss on « (6,060) 9,80¢
Impairment of investmen — 467
(Loss) income from operatiol (1,736 5,35¢
Add: Depreciation and amortizatit 7,56¢ 6,704
Operating EBITDA € 5,83 € 12,06:

(1) See Note 9 of the financial statements includeehdigre herein for a reconciliation to our consdédaesults

Liquidity and Capital Resources of the Restricted Goup

The following table is a summary of selected firiahinformation for the Restricted Group for theipés indicated:

As at As at
June 30, December 31,
2006 2005

(in thousands)
Restricted Group Financial Position®)

Cash and cash equivalel € 37,01¢ € 48,79
Working capital 80,90¢ 93,31:
Property, plant and equipme 400,04! 404,15
Total asset 602,30:- 625,57¢
Long-term liabilities 346,27 364,59¢
Shareholder equity 212,18: 214,11!

(1) See Note 9 of the financial statements includeehdigre herein for a reconciliation to our consdédaesults

At June 30, 2006, the Restricted Group had casltasid equivalents of € 37.0 million, compared #88 million at December 31, 2005. At
June 30, 2006, the Restricted Group had workingalagf € 80.9 million.

We expect the Restricted Group to meet its intexrdtdebt service expenses and meet the workingnairdenance capital requirements for
its current operations from cash flow from openagiocash on hand and the revolving working cafotai facilities for the Rosenthal and
Celgar mills. As at June 30, 2006, we had not dramynamount under the Rosenthal revolving termitfadility and had drawn down
approximately € 15.6 million under the C$40 milliGelgar revolving credit facility.
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Critical Accounting Policies

The preparation of financial statements and relditeclosures in conformity with GAAP requires maeangnt to make estimates and
assumptions that affect the amounts reported ifinacial statements and accompanying notes. Bstisrare used for, but not limited to, the
accounting for doubtful accounts, depreciation amrtization, asset impairments, derivative finahitistruments, environmental
conservation, asset retirement obligations, pessionl post-retirement benefit obligations, incomx@s$, and contingencies. Actual results
could differ from these estimates.

Our management routinely makes judgments and estinadout the effects of matters that are inhgremitertain. As the number of
variables and assumptions affecting the probahieduesolution of the uncertainties increase,gljedgments become even more subjective
and complex. We have identified certain accoungialicies that are the most important to the poatayf our current financial condition and
results of operations.

For information about our significant accountindigies, see our annual report on Form 10-K forytear ended December 31, 2005.

Cautionary Statement Regarding Forward-Looking Information

The statements in this report that are not repditeshcial results or other historical informatiare “forward-looking statements” within the
meaning of thé>rivate Securities Litigation Reform Act of 1996 amended. These statements appear in a nufthfferent places in this
report and can be identified by words such asifests”, “projects”, “expects”, “intends”, “believesplans”, or their negatives or other
comparable words. Also look for discussions oftetyg that involve risks and uncertainties. Forwimaking statements include statements
regarding the outlook for our future operationset@sts of future costs and expenditures, the atratuof market conditions, the outcome of
legal proceedings, the adequacy of reserves, er bilsiness plans. You are cautioned that any fewafard-looking statements are not
guarantees and may involve risks and uncertairies actual results may differ materially from thas the forward-looking statements due
to risks facing us or due to actual facts differirgm the assumptions underlying our estimates.&ohthese risks and assumptions include
those set forth in reports and other documentsave filed with or furnished to the SEC, includimgaur annual report on Form 10-K for the
year ended December 31, 2005. We advise you thagé ttautionary remarks expressly qualify in thefirety all forwar-looking statements
attributable to us or persons acting on our behhifess required by law, we do not assume any atitig to update forward-looking
statements based on unanticipated events or chaxgedtations. However, you should carefully revibesreports and other documents we
file from time to time with the SEC.
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Cyclical Nature of Business
Revenue

The pulp and paper business is cyclical in natanceraarkets for our principal products are charamerby periods of supply and demand
imbalance, which in turn affects product pricese Timarkets for pulp and paper are highly competiine are sensitive to cyclical changes in
industry capacity and in the global economy, alvbich can have a significant influence on selimiges and our earnings. Demand for pulp
and paper products has historically been determtigetie level of economic growth and has been bldgsl to overall business activity.
Although pulp prices have improved recently, wentdrpredict the level of economic activity or growith certain world markets or the imp
of war, terrorist activity or other events on ouankets and prices for our products.

Commencing in 2005, our German operations becaftjectto the European Union Emissions Trading Sehpursuant to which our
German mills were granted emission allowances. &omsallowances are granted based upon productiimes and the types of fuels
consumed by the manufacturing facilities in Germaipce then, we have benefited from the sale a&ion allowances. However, the
market for such sales is relatively new and vadadihd we cannot predict the level of any sales#ftar.

Costs

Our production costs are influenced by the avditgtand cost of raw materials, energy and labad aur plant efficiencies and productivity.
Our main raw material is fiber in the form of wochips and pulp logs for pulp production, and wastper and pulp for paper production.
Fiber costs are primarily affected by the supplyanfd demand for, lumber and pulp, which are bahly cyclical in nature and can vary
significantly by location. Recently, fiber demamdBurope has also increased because of a demanddreewable energy projects.
Production costs also depend on the total volunpraduction. Lower operating rates and productifficiencies during periods of cyclically
low demand result in higher average productionscastl lower margins.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES AB OUT MARKET RISK

We are exposed to market risks from changes img@steates and foreign currency exchange ratescplarly the exchange rate between the
U.S. dollar and the Euro and to a lesser extenCtreadian dollar, which may affect our results pémtions and financial condition and,
consequently, our fair value. We manage these tisksigh internal risk management policies andhwéispect to risks related to changes in
exchange rates between the U.S. dollar and the, Ritfothe use of derivatives. We use derivativesetduce or limit our exposure to interest
rate and U.S. dollar/Euro currency risks. We mathenfuture use derivatives to reduce or limit egposure to fluctuations in pulp prices. We
also use derivatives to reduce our potential loesés augment our potential gains, depending ammanagement’s perception of future
economic events and developments. These typegiohtiees are generally highly speculative in naturhey are also very volatile as they
are highly leveraged given that margin requiremangsrelatively low in proportion to notional amdsin

Many of our strategies, including the use of danies, and the types of derivatives selected byartesbased on historical trading patterns and
correlations and our management’s expectationatafd events. However, these strategies may nftllyeeffective in all market
environments or against all types of risks. Unexgemarket developments may affect our risk managestrategies during this time, and
unanticipated developments could impact our riskagament strategies in the future. If any of thiety of instruments and strategies we
utilize are not effective, we may incur losses.

All of our derivatives are marked to market at ¢éimel of each reporting period, and all unrealizadgiand losses are recognized in earnings
for a reporting period. We determine market valhragibased primarily upon valuations provided byamumterparties.

In the first quarter of 2005, Stendal entered mtorency swaps to convert a portion of its indebé=s under the Stendal Loan Facility from
Euros into U.S. dollars and certain currency fogatn April 2005, Stendal entered into a curreswgp to convert the balance of its long-
term indebtedness under the Stendal Loan Fadibity Euros into U.S. dollars. During the first haif2006, we recorded a net unrealized non-
cash holding gain of € 90.7 million before minorityerests upon the marked to market valuatioruohslerivatives compared to a net non-
cash holding loss of € 73.0 million before minoiityerests upon the marked to market valuationuofautstanding derivatives in the first half
of 2005. In the first half of 2006, we had a readizoss of € 5.2 million on certain currency fordsawhich had matured, compared to a
realized loss of € 0.3 million on derivative instrents in the first half of 2005
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ITEM 4. CONTROLS AND PROCEDURES

Disclosure Controls and ProcedurecOur management, with the participation of our HgatExecutive Officer and Principal Financial
Officer, has evaluated the effectiveness of oucldgire controls and procedures (as such ternfiisedein Rules 13a-15(e) and 15d-15(e)
under the Securities Exchange Act of 1934, as aetk(ttie “Exchange Act”)), as of the end of the paéitovered by this report. Based on
such evaluation, our Principal Executive Officed &rincipal Financial Officer have concluded ttzat,of the end of such period, our
disclosure controls and procedures are effectivensure that information required to be disclosetthé reports that are filed or submitted
under the Exchange Act is recorded, processed, suired and reported within the time periods spedifin the Commission’s rules and
forms and to ensure that information required taliselosed by an issuer in the reports that isfde submits under the Exchange Act is
accumulated and communicated to management, imgjutsi Principal Executive Officer and Principah&ncial Officer, as appropriate, to
allow timely decisions regarding required discl@sur

It should be noted that any system of controlsaisell in part upon certain assumptions designelténoreasonable (and not absolute)
assurance as to its effectiveness, and there cano hssurance that any design will succeed in dicigéts stated goals.

Changes in Internal Control3here have been no significant changes in ourriaterontrol over financial reporting (as definedRuales 13a-
15(f) and 15d-15(f) under the Exchange Act) dutimg period covered by this report that have mdtgrdfected, or are reasonably likely to
materially affect, our internal control over finaaareporting.
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PART II. OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS

In October 2005, our wholly owned subsidiary, ZeltsCelgar Limited, received a re-assessmentdal property transfer tax payable in
British Columbia, Canada, in the amount of appratity € 3.5 million in connection with the transédrthe land where the Celgar mill is
situated. The Company is contesting the assessandrthe amount, if any, that may be payable in eotion therewith is not yet
determinable. Any additional amount paid in conimgctwvith the re-assessment will increase the casistof the assets acquired.

We are subject to routine litigation incidentabiar business. We do not believe that the outconsaidi litigation will have a material adve
effect on our business or financial condition.

ITEM 1A. RISK FACTORS

There have been no material changes to the fadisgksed in ltem 1A. Risk Factors in our AnnuapBe on Form 10-K for the year ended
December 31, 2005.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

We held our annual meeting of shareholders on 18n2006. At the meeting, our six directors wereleeted to our board of directors and
the selection of Deloitte & Touche LLP as our inelegent auditors was ratified.

The votes cast by shareholders at the meetingtag telection of directors were as follows:

Votes For Votes Withhelc ~ Abstentions and Broker N-Votes
Jimmy S.H. Lee 16,840,12 129,06« —
Kenneth A. Shield 16,843,18 126,01( —
William D. McCartney 16,841,98 121,01( —
Graeme A. Witts 16,841,98 127,21( —
Eric Lauritzen 16,843,17 126,02( —
Guy W. Adams 16,841,98 127,21( —
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ITEM 6. EXHIBITS

Exhibit No. Description

31.1 Section 302 Certification of Chief Executive Offic
31.2 Section 302 Certification of Chief Financial Offic
32.1* Section 906 Certification of Chief Executive Offic
32.2* Section 906 Certification of Chief Financial Offic

* In accordance with Release 33-8212 of the Cassion, these Certifications: (i) are “furnished’th@ Commission and are not “filed”
for the purposes of liability under the Securittechange Act of 1934, as amended; and (ii) aréambe subject to automatic
incorporation by reference into any of the Compamggistration statements filed under the Secsriet of 1933, as amended for the
purposes of liability thereunder or any offeringmugandum, unless the Company specifically incorgsréhem by reference there
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SIGNATURES
Pursuant to the requirements of Becurities Exchange Act of 193the Registrant has duly caused this report tsidgneed on its behalf by tl
undersigned, thereunto duly authorized.
MERCER INTERNATIONAL INC.

By: /s/ David M. Gandossi
David M. Gandossi|
Secretary and Chief Financial Offic:

Date: August 8, 2006
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EXHIBIT 31.1




CERTIFICATION OF PERIODIC REPORT
[, Jimmy S.H. Lee, certify that:
1. | have reviewed this quarterly report on Forn-Q of Mercer International Inc. (tt“Registrar”);

2. Based on my knowledge, this report does not comjnuntrue statement of a material fact or om#itéde a material fact necessary to
make the statements made, in light of the circuntsts.under which such statements were made, nleadisg with respect to the period
covered by this repor

3. Based on my knowledge, the financial statements$ adimer financial information included in this repdairly present in all material
respects the financial condition, results of operstand cash flows of the Registrant as of, andli@ periods presented in this rep

4. The Registrant’s other certifying officers and ¢ aesponsible for establishing and maintainingldgae controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15@))%nd internal control over financial reportirag @efined in Exchange Act Rules
13e-15(f) and 15-15(f)) for the Registrant and hax

a) Designed such disclosure controls and prrresd or caused such disclosure controls and puoesdo be designed under our
supervision, to ensure that material informatidatieg to the Registrant, including its consolidhseibsidiaries, is made known to us
by others with those entities, particularly durthg period in which this report is being prepal

b) Designed such internal control over finahm@gorting, or caused such internal control owearicial reporting to be designed under
our supervision, to provide reasonable assuramzgdang the reliability of financial reporting attie preparation of financial
statements for external purposes in accordanceggitlerally accepted accounting princip

c) Evaluated the effectiveness of the Regissatisclosure controls and procedures and predentthis report our conclusions about
the effectiveness of the disclosure controls andgutures, as of the end of the period coveredibyédport based on such evaluation;
and

d) Disclosed in this report any change in tlegiRtrant’s internal control over financial repodithat occurred during the Registrant’s
most recent fiscal quarter (the Registrant’s fofigbal quarter in the case of an annual repost tias materially affected, or is
reasonably likely to materially affect, the Redast’'s internal control over financial reporting; &

5. The Registrant’s other certifying officer and | lkadisclosed, based on our most recent evaluatiorterhal control over financial
reporting, to the Registrant’s auditors and thetarammittee of the Registrant’s board of direct@spersons performing the equivalent
functions):

a) All significant deficiencies and materialak@esses in the design or operation of internairabaver financial reporting which are
reasonably likely to adversely affect the Regigd’s ability to record, process, summarize and refrmahcial information; an

b)  Any fraud, whether or not material, thatotwes management or other employees who have Hiség role in the Registrant’s
internal control over financial reportin

Date: August 8, 2006
/s/ Jimmy S.H. Lee

Jimmy S.H. Lee
Chief Executive Officer







EXHIBIT 31.2




CERTIFICATION OF PERIODIC REPORT
I, David M. Gandossi, certify that:
1. | have reviewed this quarterly report on Forn-Q of Mercer International Inc. (tt“Registrar”);

2. Based on my knowledge, this report does not comjnuntrue statement of a material fact or om#téde a material fact necessary to
make the statements made, in light of the circuntsts.under which such statements were made, nleadisg with respect to the period
covered by this repor

3. Based on my knowledge, the financial statements$ adimer financial information included in this repdairly present in all material
respects the financial condition, results of operstand cash flows of the Registrant as of, andli@ periods presented in this rep

4. The Registrant’s other certifying officers and ¢ aesponsible for establishing and maintainingldgae controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15@))%nd internal control over financial reportirag @efined in Exchange Act Rules
13e-15(f) and 15-15(f)) for the Registrant and hax

a) Designed such disclosure controls and prrresd or caused such disclosure controls and puoesdo be designed under our
supervision, to ensure that material informatidatieg to the Registrant, including its consolidhseibsidiaries, is made known to us
by others with those entities, particularly durthg period in which this report is being prepal

b) Designed such internal control over finahm@gorting, or caused such internal control owearicial reporting to be designed under
our supervision, to provide reasonable assuramzgdang the reliability of financial reporting attie preparation of financial
statements for external purposes in accordanceggitlerally accepted accounting princip

c) Evaluated the effectiveness of the Regissatisclosure controls and procedures and predentthis report our conclusions about
the effectiveness of the disclosure controls andgutures, as of the end of the period coveredibyédport based on such evaluation;
and

d) Disclosed in this report any change in tlegiRtrant’s internal control over financial repodithat occurred during the Registrant’s
most recent fiscal quarter (the Registrant’s fofigbal quarter in the case of an annual repost tias materially affected, or is
reasonably likely to materially affect, the Redast’'s internal control over financial reporting; &

5. The Registrant’s other certifying officer and | lkadisclosed, based on our most recent evaluatiorterhal control over financial
reporting, to the Registrant’s auditors and thetarammittee of the Registrant’s board of direct@spersons performing the equivalent
functions):

a) All significant deficiencies and materialak@esses in the design or operation of internairabaver financial reporting which are
reasonably likely to adversely affect the Regigd’s ability to record, process, summarize and refrmahcial information; an

b)  Any fraud, whether or not material, thatotwes management or other employees who have Hiség role in the Registrant’s
internal control over financial reportin

Date: August 8, 2006
/s/ David M. Gandossi

David M. Gandossi
Chief Financial Officer







EXHIBIT 32.1




CERTIFICATION OF PERIODIC REPORT

I, Jimmy S.H. Lee, Chief Executive Officer of Merdaternational Inc. (the “Company”), certify puest to Section 906 of thgarbanes-
Oxley Act of 200218 U.S.C. Section 1350, that:

(1) the Quarterly Report on Form 10-Q of then(any for the quarterly period ended June 30, Z0G6"“Report”) fully complies with
the requirements of Section 13(a) of Securities Exchange Act of 18(15 U.S.C. 78m or 780(d)); at

(2) the information contained in the Reportl§apresents, in all material respects, the finahcondition and results of operations of the
Company

Dated: August 8, 2006
/s/ Jimmy S.H. Lee

Jimmy S.H. Lee
Chief Executive Officer

A signed original of this written statement reqdil®y Section 906 has been provided to Mercer Iateynal Inc. and will be retained by
Mercer International Inc. and furnished to the 3#ieis and Exchange Commission or its staff upa@uest.






EXHIBIT 32.2




CERTIFICATION OF PERIODIC REPORT

| , David M. Gandossi, Chief Financial Officer of Merdeternational Inc. (the “Company”), certify puesut to Section 906 of tHearbanes-
Oxley Act of 200218 U.S.C. Section 1350, that:

(1) the Quarterly Report on Form 10-Q of then(any for the quarterly period ended June 30, Z0G6"“Report”) fully complies with
the requirements of Section 13(a) of Securities Exchange Act of 18(15 U.S.C. 78m or 780(d)); at

(2) the information contained in the Reportl§apresents, in all material respects, the finahcondition and results of operations of the
Company

Dated: August 8, 2006
/s/ David M. Gandossi

David M. Gandossi
Chief Financial Officer

A signed original of this written statement reqdil®y Section 906 has been provided to Mercer Iateynal Inc. and will be retained by
Mercer International Inc. and furnished to the 3#ieis and Exchange Commission or its staff upa@uest.





